Compliments of The First National Bank in Minneapolis, Minn. 
Correspondent of The National City Bank of New York 


General Business Conditions 





HE trend of business over the coun- 
try in this past month has been to 
increased activity, which is in line 
with normal development at this sea- 
son, but fully realizes expectations. 
Trade is excellent and the industries are run- 
ning about as near to capacity as they can 
do when not under unhealthful stimulus. 
There are few signs of the class of buying 
which signifies fear of scarcity or rising prices. 

Building operations still are on a great scale, 
so great indeed that as regards housing ac- 
commodations they certainly cannot be main- 
tained at this rate indefinitely, and to that 
extent must be regarded as a weak spot in 
the general situation. However, when all 
kinds of construction work are considered, 
there is little reason to doubt that the build- 
ing trades will continue to be well employed. 

The gold imports of the past month have 
dissipated whatever apprehensions there were 
of higher money rates this fall, and the stock 
market has been stimulated in consequence. 
The market has withstood an extraordinary 
amount of realizing sales, giving evidence that 
the advance has had behind it a very strong 
feeling of confidence in the business situation. 
It has been said throughout the early part 
of the year that although the volume of busi- 
ness was large the margin of profits was very 
small. The company reports which have been 
coming out, however, generally have made 
good showings and are largely responsible 
for the market advance. 

The Government’s report upon the cotton 
crop as of the middle of October raised the 
estimate to 15,226,000 bales, and the price is 
fluctuating around 20 cents for the December 
delivery. This yield if realized will be the 
third largest on record, and promises relief 
to the cotton goods industry, which has been 
suffering from high costs. The decline in price 
is not pleasing to growers, but at 20 cents 
the sections which have a good crop will not 
fare badly, as compared with pre-war condi- 
tions. 

The price of wheat has rallied about 12 or 
14 cents per bushel from the low point, and 
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remains close to the foreign price plus the 
tariff of 42 cents per bushel for corresponding 
grades. Live stock prices are remunerative, 
likewise those of dairy products, wool, tobacco, 
rice, potatoes and most of the farm products of 
lesser importance. Corn, oats and rye are un- 
desirably low, the latter because of a poor 
export demand and the other two grains be- 
cause the supply is in excess of needs for feed- 
ing purposes. There is very little demand for 
corn and oats except for feeding purposes, and 
if more are grown than are needed for this use 
the market inevitably declines. The bulk of 
these crops will be consumed profitably this 
year upon the farms. 


Foreign Affairs 





The five treaties and subsidiary understand- 
ings resulting from the Locarno conference 
have very much clarified the political atmos- 
phere of Europe. The Dawes agreement led 
the way and had to come first, but the mutual 
confidence engendered by it prepared all the 
parties for a further acventure in peaceful 
negotiations. The new agreements with all 
that they promise of security for Europe will 
strengthen and safeguard the Dawes agree- 
ment, for everything depends upon the scrupu- 
lous observance of good faith in all relation- 
ships. 

The new agreements entered into at Locarno 
are not to be construed as weakening the 
League of Nations by ignoring it or withdraw- 
ing causes from its jurisdiction, for they are 
all expressly subject to the covenant of the 
League and refer at last to the League author- 
ity. One of the conditions is that Germany 
shall join the League in order to be under 
common authority. The League, however, is 
a wo:id-inclusive organization, and the pur- 
pose of these agreements is to more closely 
and specifically bind the nations which are 
involved in the European situation to the 
policy of conciliation and arbitration as re- 
gards difficulties arising among themselves. 
France and Germany make solemn and specific 
pledges to each other upon this point, and 
Great Britain and Italy join in giving a guar- 
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anty to each of these contracting parties that 
the other will observe good faith, promising 
to come immediately to the defence of the one 
attacked. Furthermore, separate agreements 
are entered into between Germany and Czecho- 
slovakia and between Germany and Poland 
for the arbitration of all disputes arising 
between them, and France guarantees both 
sides against default on the part of the other. 
The policy is to settle such controversies 
among the parties immediately interested, but 
as members of the League these contracting 
powers are pledged not only to each other but 
to all the nations composing the League, and 
are subject to the penalties for the violation of 
peace which may be imposed by the League. 


The Strength of the Agreements 


The strength of these agreements ultimately 
lies in the desire of all peoples for peace and 
for protection against aggression by others. 
The danger to peace is not in a universal de- 
sire for war but in universal suspicion and 
fear. War has become a calamity so terrible 
that all nations desire to avert it, but they 
want security against each other. This the 
network of treaties, which throws out anchors 
in many directions, attempts to give. 

The agreements will not of themselves 
silence controversy or abate suspicion, but 
they tend to bring every subject of contro- 
versy into the open and compel every contest- 
ant to justify his claims before a tribunal 
composed in part of neutral judges. In the 
treaties between Germany on the one side and 
Czechoslovakia and Poland as the other par- 
ties permanent conciliation commissions are 
established which shall consist of five members, 
of whom the parties at interest shall each have 
one and the other three shall be nationals of 
three foreign countries, one of the latter to be 
chairman. 

When confidence is established that these 
methods of settling disputes between nations 
assure peace and security, and afford relief 
from the burdens of military establishments, 
it may be expected that all countries will join 
in supporting them, and voluntarily avoid acts 
which will tend to unsettle that confidence. 

And finally out of the negotiations for the 
settlement of political controversies there may 
develop a better understanding of the economic 
interests which the populations of .different 
countries have in common. An interesting sug- 
gestion of this comes in a remark attributed to 
M. Briand, that the Locarno treaties are the 
first step to a United States of Europe. Other 
European statesmen are said to have made the 
suggestion more pointed by saying that Europe 
with her contracted areas of trade, bounded 
by custom houses at short intervals, never can 
compete with the United States, possessed of 
a home market of more than 100,000,000 people. 


The old idea of inevitable antagonism survives 
in this suggestion, but once the appreciation 
of mutual interests begins to grow the spirit 
of warfare will begin to weaken in all rela- 
tions. If the other man will buy your goods 
you may be interested in his prosperity, 
whether he lives next door or across the ocean. 


Two Distinguished Visitors 


This country has had two visitors of un- 
usual distinction in recent weeks, in Sir Robert 
Horne, an ex-Chancellor of the British Ex- 
chequer, and Dr. Hjalmar Schacht, head of the 
Reichsbank, the central bank of Germany. 
What they have had to say about conditions 
in their own countries, when joined together, 
gives a very good idea of the conditions which 
are hampering international trade. 

Great Britain is suffering from serious un- 
employment in several important industries, 
notably coal-mining, ship-building, iron and 
steel production and cotton goods. They are 
industries especially dependent upon foreign 
trade. More than a year ago the government 
appointed a committee headed by Sir Arthur 
Balfour to inquire into the state of industry 
and trade and its report has become available 
in recent months. It shows that in the year 
1923 the exports of all countries taken together 
were only about 75 per cent in physical volume 
of what they were in 1913, but Great Britain’s 
share was slightly larger than in 1913. These 
are the latest available figures for world trade, 
and they afford no basis for the assumption 
that Great Britain is a declining factor in it. 
The explanation is that world trade has not yet 
recovered from the disorganizing influences of 
the war and the disruption of price relations 
which was incidental to the slump of 1920-21. 


Economic Conditions in Germany 


Dr. Schacht tells of even more trying con- 
ditions in Germany, whose exports in physical 
volume are scarcely more than one-half what 
they were in 1913, and much below imports, a 
situation the reverse of that required for a 
country which has large payments to make 
abroad. 

The currency is stabilized, but considerably 
less in volume than the amount of currency 
and gold coin which was in circulation in 1913, 
and considering the higher volume of money 
in use in other countries and the higher level 
of prices, the volume of money and of bank 
credit is plainly inadequate. Germany is suf- 
fering from a lack of mobile capital. Con- 
siderable unemployment exists, and the amount 
would be much larger but for the legal regula- 
tions which prevent dismissal of employes. 
The industries, commercial houses, banks and 
other employers have their pay-rolls loaded 
with employes who are not needed and would 
not be carried if dismissal did not mean throw- 
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ing a burden upon the public funds. Although 
wages are nominally low, industrial costs, in- 
cluding the superfluous employes, are not low, 
and conditions are as demoralizing to efficiency 
as in England where the unemployment dole 
system prevails. 


This situation, however, plainly accounts for 
the low bids of German manufacturers in some 
lines, complained of in England, for actual 
wage rates are low, and as the employers have 
the idle men on their rolls they are eager to 
get work for them to do. Industrial expan- 
sion is held in check, however, by the scarcity 
of credit. If working capital or credit was 
abundant, exports might be largely increased 
on the present wage base, but on the other 
hand if the industries could expand their opera- 
tions freely, wages undoubtedly would rise, 
probably to a level approximating the pre-war 
relationship between German and British 
wages. 

In short, if pre-war relationships were re- 
stored, and goods were being exchanged 
as freely as then, trade would be better for 
all countries, production would be larger but 
consumption would be correspondingly larger, 
and there would be no need for either doles 
or padded pay-rolls. Before the war one of 
England’s best customers was Germany and 
one of Germany’s best customers was England, 
and if the unemployed of both countries were 
put to work making goods for each other both 
countries would be prosperous again. 


Prospective German Borrowing 


Dr. Schacht’s visit to this country naturally 
has been the subject of much random specula- 
tion, and commonly interpreted as meaning 
that more loans were under negotiation. In 
fact, his activities are in the way of exercising 
some control over the German applications 
for money in this market. He is favorable to 
loans which will have the effect of increasing 
the capacity of Germany to export or to more 
completely supply her own needs, thus reduc- 
ing imports, but opposed to loans not promptly 
productive in these respects. The policy of 
the Government and of the Reichsbank is to 
discourage municipal loans for mere improve- 
ments, although such improvements might be 
well enough if Germany was in different cir- 
cumstances. The theory of this policy is that 
Germany must carefully avoid obligations 
which will require her to remit money abroad 
unless the capital obtained through such obli- 
gations is for purposes which will of them- 
selves either provide foreign credits or reduce 
the necessity for them. 


Agricultural Production 


The October number of the Bank Letter is- 
sued by the Disconto-Gesellschaft, one of the 
large banks of Germany, has a discussion of 


the agricultural situation in Germany which 
explains the policy of imposing higher import 
duties upon farm products. In brief, the ex- 
planation is that agricultural yields in Ger- 
many. are seriously below the pre-war yields. 
Notwithstanding that the past season has been 
a comparatively good one, the yields of grain 
per acre would have to be 20 per cent higher 
to equal the pre-war yields. 


The tariff is intended to stimulate agricul- 
tural production, and as a further effort to the 
same end the government recently has favored 
the Rentenbank loan in the United States for 
$25,000,000, which is to be loaned to farmers. 
We ee the following from the Bank Letter 
article: 


As long as the world market cannot absorb an in- 
creased production of manufactured goods, a balance 
of import and export cannot be achieved merely by 
increasing export and by an increased production of 
high quality articles, for which there is a great for- 
eign demand. Equally important is the restriction of 
imports by intensifying the home production of food- 
stuffs. Every ton of wheat or rye which can be pro- 
duced at home and has not to be imported repre- 
sents an improvement of our trade balance and serves 
to strengthen the stability of our currency, which 
must still be regarded as conditional. 

How far the favorable harvest will ease the present 
very tight credit situation of the farmers, cannot be 
foreseen, and depends to a large extent on the way 
cereal prices develop in the future. The farmers are 
not merely faced with the necessity of raising the 
necessary running capital, but must also think of get- 
ting clear of their frozen credits, and of consolidating 
all the floating debts which they were obliged to 
make during the last two years. The loan which the 
Rentenbank Kreditanstalt has just negotiated in the 
United States is a first step towards such a consoli- 
dation. It provides 90 million Reichsmark which will 
be distributed within a few weeks to the farmers in 
the form of mortgages. The reichsernahrungsmin- 
ister (the minister for food) was certainly right when 
he characterized the loan, (in view of the actual 
credit requirements of agriculture, as a mere drop in 
the ocean. But it is to be hoped that even this rela- 
tively small amount, which makes our agriculture pay 
tribute to foreign countries, will contribute towards 
an increased production and consequent restriction 
of imports, even if it does but little to improve the 
financial position of agriculture. 


It certainly is something extraordinary to 
have Europe borrowing money in the United 
States in order to increase agricultural pro- 
duction, but other countries than Germany are 
desiring to do so. The government of Greece 
has recently let a contract to an American com- 
pany for the drainage of a large area of swamp 
land, for the purpose of reducing her annual 
imports of wheat. 

The farmers of the United States may be 
interested to compare the conditions under 
which they are able to obtain mortgage loans 
with those which are available to the German 
farmers under the Rentenbank loan. The lat- 
ter yields to American investors 7.63 per cent, 
but after all intermediate expenses will cost the in- 
dividual borrowers approximately 2 per cent more, 
and including an amortization charge of 1% per 
cent a total of 11% per cent. Even at this there 
is a very material saving as compared with cur- 
rent rates in Germany. The Rentenbank loans are 
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restricted to 40 per cent of the appraised value 
of the mortgaged farms. 


The Gold Movement 


A movement of gold from London to New 
York in the Fall months was the regular thing 
in pre-war years. Our crops are marketed in 
that season, and England and the Continent 
were accustomed to lay in liberal supplies at 
that time, when prices were supposed to be 
at the low level of the year, with the result 
that the merchandise trade account would 
show a balance in favor of this country. This 
year there were additional reasons for ex- 
pecting gold imports. Little doubt has been 
entertained during the last two years that 
Great Britain would return to the gold basis 
at no distant date, and confidence that this 
would be her policy caused American bankers 
troubled with a plethora of funds to employ money 
in London, inasmuch as in addition to the current 
returns they stood to gain by the appreciation of 
the pound sterling to the old par. Thus a conver- 
sion of dollars into pounds in the early part of 
1923 at the $4.20 rate then prevailing and back 
into dollars in 1925 at $4.84, which is about the 
rate at which the recent movement started, 
would accomplish a gain of better than 15 per 
cent in the exchange profit alone. Of course, 
this speculation in sterling was subject to the 
possibility that the British authorities might 
yield to the arguments of a considerable party 
who urged that the resumption of gold pay- 
ments be postponed indefinitely, and to the 
graver possibility that the advocates of infla- 





tion might have their way, but of the latter, 


there was practically no danger. 

The successful speculation culminated when 
gold payments were resumed by the Bank of 
England last April, and from that time since 
there has been nothing to keep foreign credits 
in London save the ordinary earnings to be 
had there. However, money rates were lower 
in New York at that time than in London, so 
that little inducement existed for an imme- 
diate transfer of investments to this market. 
Moreover, as a safeguard while the policy of 
free gold payments were being re-established, 
an informal embargo was placed upon foreign 
loans in the London market, the act of resump- 
tion cause some foreign capital to come to Lon- 
don for employment which would not come 
previously, and the effect of these conditions, 
together with the continued trade depression 
was to give a supply of liquid capital in excess 
of the demand, and cause interest rates to 
weaken. The Bank of England had inaugu- 
rated resumption with a 5 per cent discount 
rate, but soon reduced it to 4% and later to 4, in 
which it was following the open market rate. 

Meanwhile, on this side the situation was 
developing in the other direction. The stock 
market, real estate operations and reviving 


confidence throughout business circles were 
causing a stronger demand for money and 
interest rates were stiffening. Reserve dis- 
count rates have not been changed, for the 
reserve authorities have been averse to do any- 
thing that would encourage gold imports, this 
for the double reason that they did not want 
gold coming to this country and that they did 
not want to disturb the London situation while 
gold resumption was regarded as to some ex- 
tent an experiment. Regardless of Federal 
Reserve policy, however, market rates have 
been advancing and the movement of gold 
from London to New York was as natural as 
water running down hill. Events have dem- 
onstrated once again that while banks of re- 
discount are able to exert a degree of influence 
over money rates and gold movements, it is 
a restricted influence. The money markets of 
the world are too big to be controlled in an 
arbitrary manner. 


When pressure for means of making trans- 
fers from London to New York carried the 
exchange rate below the point at which it be- 
came cheaper to ship gold than buy bankers’ 
drafts, gold being now available at the Bank 
of England, the movement started, and proved 
to be heavier than anticipated, engagements 
as reported in the newspapers reaching ap- 
proximately $50,000,000. This outflow has re- 
duced the plethora in London, with the result 
that exchange rates have risen above the gold 
point, and the movement probably is over for 
the present. Meanwhile some $20,000,000 of 
gold has gone from New York to Canada, this 
being incidental to the crop movement. 


The International Equilibrium 


Having regard for the restoration of the 
normal world equilibrium, which is the basic 
condition of general prosperity, the movement 
of gold to the United States is undesirable. 
Approximately one-half of the gold reserves 
of the world at this time are in the United 
States; our holdings are about double what 
they were before the war, and furthermore by 
reason of the concentration of reserves accom- 
plished by the Federal Reserve system we do 
not need as high a percentage of banking re- 
serve as we did before. 

On the other hand, Europe is just now 
struggling to get back on the gold basis, and 
from every viewpoint it is desirable that the 
gold standard shall be re-established there. 

This gold which is coming to us now would 
be worth more to us if used in Europe for 
the reorganization of monetary systems, for 
the stabilization of currencies and the ex- 
changes, and as a basis of credit, than it pos- 
sibly can be worth here. The rate of interest 
on rediscounts at the central bank of Germany 
today is 9 per cent, which compares with 3% 
at the Federal Reserve Bank of New York, 


180 











November, 1925 





and of course by the time that German credit 
gets to the business man who uses it the rate 
is considerably above 9 per cent, and that con- 
dition prevails throughout central and eastern 
Europe. This gives an idea of how those coun- 
tries are suffering from the scarcity of bank 
credit, but does not tell the whole story, for 
under such conditions many would-be borrow- 
ers cannot fill their requirements at all. Bor- 
rowers of the first class naturally have the 
preference. The United States is interested, 
as all the world is, in the restoration of nor- 
mal conditions in those countries. 


While it is true that these gold imports have > 


not come from the continent, London is much 
nearer to the Continent than New York, and 
in much closer relations. Monetary ease in 
London’‘has a stronger reaction upon the con- 
tinent than monetary ease in New York. 


The Fundamental Situation 


The fundamental reason for these imports 
is that payments running to the United States 
are very much larger than payments running 
from the United States. The balance in our 
favor on merchandise account in the calendar 
year 1924 was a little under a billion dollars, 
and for the twelve months ended June 30, 1925, 
a little more than one billion dollars. This 
is about twice the trade balance that we were 
accustomed to have before the war, but other 
conditions are different also. Before the war 
we were a debtor country on capital account. 
Europe held large amounts of our stocks and 
bonds, and we had to remit large sums annu- 
ally for interest and dividends. Now we have 
bought back most of those foreign holdings 
and made investments abroad to the amount 
of $8,000,000,000 to $10,000,000,000, and in ad 
dition the United States Government is receiv 
ing about $160,000,000 on the British debt. 
The result of this trade situation and credit 
situation together is that we have in the aggre- 
gate a large balance of payments coming to 
this country, and all the loose gold in the world 
tends to flow to the United States, unless we 
make new foreign loans fast enough to cover 
the payments. 


The only reason we have not had gold im-~ 


ports in every month of this year has been 
that our foreign loans were large enough to 
cover the balances. The loans created credits 
here, which Europe drew against instead of 
sending gold. It is not an obscure situation, 
but perfectly simple. Gold imports will con- 
tinue to come unless we either import more 
of other commodities instead of gold, reduce 
our exports, or invest abroad to cover the pay- 
ments that are coming to us. 


The Danger of Inflation 


It is very natural for the people of this 
country to view, this situation with compla- 


cency. Is not gold a very valuable commodity, 
does not everybody want it, and :foes not this 
inflow mean that there will be :more of it in 
this country for everybody? Does it not help 
to make prices higher and business better? It 
should not be necessary after the experiences 
of the last ten years*to explain the fallacy that 
the depreciation of money is good for business 
or contributes to the general welfare, and gold 
has a tendency to depreciate like any other 
money as the quantity increases. It cannot 
be doubted that a continuation of gold imports 
will water all our values, disturb all price and 
wage relations again, and that eventually the 
movement will work itself out by dislocating 
our trade relations, causing an increase of im- 
ports and a decline of exports until the gold 
movement is reversed. Then, necessarily, 
there will be a period of contraction and de- 
pression, as in the past. The question is 
whether as a people we can control our im- 
pulses sufficiently to avoid going through this 
cycle. 

European economists and bankers have 
been watching this situation for several years, 
wondering just how and when it would ulti- 
mately work out. They have been perfectly 
certain that we would have inflation, and 
some of them have urged very frankly that 
the best policy for the European countries was 
to make no effort to restore the gold standard 
until the United States had taken all the gold 
it could absorb, had reached the summit of 
credit and price expansion, and gold was tend- 
ing to flow the other way. The rise of our 
prices would lessen our competition in world 
markets, afford their industries larger oppor- 
tunities and then they would be able to re- 
sume gold payments without the danger that 
we might draw gold from them. This has 
been the argument for delaying gold resump- 
tion in England and elsewhere, but the policy 
was too highly theoretical and indefinite in 
its probable operations to command general 
approval. The process did not work fast 
enough. 

The fact is that Europe has been more or 
less mystified and disappointed that inflation 
has not developed in the United States before 
now. Moreover, some of our own people have 
assumed rather prematurely that the reasoning 
which foretold inflation was erroneous, and 
that we had really developed a superiority. to 
the general rule that an increase in the supply 
of money affects prices. The idea seems to 
have developed that the reserve banks have a 
way of denaturizing gold or that the American 
people are no longer susceptible to the influ- 
ence of rising prices. 


Conservative Sentiment in Business Circles 


There is however a more reasonable ex- 
planation of why the increase in our gold 
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stock has not thus far produced a general 
state of inflation. Since the great slump of 
1924 business men have pursued a conserva- 
tive policy. They took a lesson at that time 
upon the perils of debt which they have not 
yet gotten over. They have not been wanting 
to increase their borrowings, or impressed that 
they could gain anything by doing so. The 
uppermost idea in their minds has been to 
keep down their indebtedness and their in- 
ventories. Moreover, the member banks of 
the Reserve system, which were very heavily 
indebted to the reserve banks in 1920, were 
anxious to get back to doing business within 
their own resources. Hence, the gold imports 
for several years were devoted to paying off 
the rediscounts. They served to increase the 
reserves of the Federal reserve banks, but 
they did not increase the amount of credit in 
use. On the contrary, that was reduced. All 
of the gold which was used in that manner 
practically went into storage, and its influence 
upon the credit situation was neutralized. It 
was not until after a member bank had paid 
off its rediscounts that its receipts of new gold 
began to show in an increase of loans. 


Credit Expansion in Three Years 


Within the last three years, however, the 
situation has been changing. The low point 
of loans, discounts and investments in the 
member banks was reached in March of 1922, 
when the total for the banks which report 
weekly was $14,527,000,000; on October 14, 
1925, the total for these banks was $19,326,- 
000,000, an increase of approximately $4,800,- 
000,000, and these banks do only about one- 
half of the banking business of the country. 

This shows conclusively that the new gold 
has been going into use, but it is important 
to observe how it has been used. Of this 
increase nearly $2,000,000,000 represents in- 
vestments ; that is, the banks have bought se- 
curities on their own account in order to keep 
their funds employed. More than $2,000,000,- 
000 has been loaned on stocks and bonds, and 
only about $750,000,000, or about a sixth or 
seventh of the increase, has been in the form 
of unsecured paper, which includes the bulk 
of commercial loans. 

Even this increase was made largely in 1922 
and 1923. The amount of unsecured loans, 
which is as good an index as we have of com- 
mercial loans, has increased hardly at all over 
the last two years. On October 17, 1923, it 
was $8,296,000,000, October 15, 1924, $8,206,- 
000,000, and October 21, 1925, $8,424,000,000. 
This means that the influence of the gold im- 
portations of the last two years has not got- 
ten directly into the general trade situation. 
The price level in this country today is but 
slightly higher in relation to the level of 1913 
than that of Great Britain, according to the of- 
ficial price tables of the two countries. It is 


common observation that there is nothing in 
the general price situation or trade policies to 
indicate inflation. There is reason to believe, 
however, that the explanation of this lies in the 
fact that to this time the new supplies of credit 
have been absorbed by the stock and bond 
markets, and to some extent by real estate 
operations. The conditions were favorable to 
a rise of prices in stocks and bonds, for both 
had been depressed during the war and after, 
and since it was in order for an advance to 
occur this was an attractive field for specula- 
tion, particularly in stocks. Borrowing for the 
purpose of buying stocks and bonds has been 
an important factor in their advance. 


Down on the lower Mississippi in time of 
flood the pressure of water against the levees 
sometimes causes what they call a crevasse, or 
break, through which the water pours in great 
volume and the effect of that diversion is to 
relieve the pressure everywhere else. And so 
the diversion of this available credit to the 
stock and bond markets and to real estate op- 
erations has to a great extent exhausted the 
influence of this new gold, or minimized its 
effects upon general business. 


Influence of Increasing Bank Reserves 


This great expansion of bank credit, not- 
withstanding the conservative feeling engen- 
dered by the collapse of prices in 1920-21, car- 
ries a lesson which should not be ignored. It 
serves to illustrate the well-established truth 
that increasing supplies of money will find 
their way into use, and that they inevitably 
affect the entire business situation. 


Low rates encourage borrowing. The bank- 
ing business is done on a narrow margin be- 
tween earnings and expenses and every banker 
wants to keep his earning power fully em- 
ployed. The reserve banks have little control 
over the situation except as the member banks 
come to them for rediscounts, and with gold 
coming into the country on a large scale the 
member banks are directly provided with the 
means of expansion. The theory that the 
American business public is too conservative 
and self-possessed to be led into another debt- 
making orgy so soon after the last one may 
well be distrusted in view of some of the signs 
which are apparent, not only in the stock mar- 
ket but elsewhere. The resumption of gold 
imports on a large scale gives renewed in- 
terest to the subject. 


The Three Remedies 


We have laid down the proposition that in 
order to avoid inflation this country must 
either (1) increase its importations other than 
gold, (2) reduce its exportations, or (3) make 
foreign loans to cover the difference between 
the payments we have to make and the pay- 
ments we have to receive. Obviously, the 
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third remedy is only a temporary expedient, 
for the more we lend the greater will be the 
volume of future payments coming to us. 
However, it may be doubted whether the 
country is prepared to accept either an in- 
crease of imports or decrease of exports in 
large doses in the immediate future, although 
there is no escape from the conclusion that in 
the long run an equilibrium of payments is 
desirable. 

For the immediate future, in order to do our 
part for world recovery and also to avoid any 
violent trade disturbance, it is equally obvious 
that we must continue to lend, but here an- 
other consideration appears. Lending is a 
voluntary act, done for private profit, and the 
funds will not be forthcoming without assur- 
ance that the investments are safe. Whether 
offerings of that character will come fast 
enough to maintain the equilibrium remains 
to be seen. This importation of $50,000,000 
raises doubt about it. 


A British Economist’s View 


In another place in this issue extracts are 
given from an interesting address made within 
the last month at Bradford, England, by Sir 
Josiah Stamp, the well-known British econo- 
mist who was a member of the Dawes Com- 
mittee, in which he discussed various aspects 
of the world’s industrial situation. Below 
are given a couple of additional paragraphs, 
which have some bearing upon the subject dis- 
cussed above. The extracts are taken from a 
report of the address which appeared in the 
London Times: 


Sir Josiah Stamp dwelt particularly upon three 
problems—the first being as to how far our monetary 
adjustments could be assisted by American banking 
policy in relation to the level of gold prices there. 
He had not lost hope that a coming fall in gold values 
there might do much to relieve us of industrial con- 
flict here, but he was not so sanguine as most people 
on the subsequent stability of world prices. * * * 

In the third place, the speaker dealt with the in- 
dustrial problem created by reparation and interna- 
tional debt payments as one question, and showed 
that the success of Germany in making her pay- 
ments depended greatly on the unknown factor of the 
flexibility of her industrial resources to divert skill 
and capital from industrial production for domestic 
consumption into export trades. He showed that the 
American policy of diverting the whole of this import 
stream into other countries, if successful, would lead 
the United States in 30 years (under the power of 
compound interest), into an extraordinary economic 
deadlock, for she would have enormous possessions 
[abroad] and be unable to enjoy the fruit of them 
without extreme internal discomfort much greater 
than would come from her acquiescence in an import 
surplus at a much earlier date. 


The French Debt 





The negotiations at Washington between 
the French commission headed by the Minister 
of Finance, M. Caillaux, and the United States 
refunding commission, for the settlement of 
the French debt, ended without reaching an 
agreement, to the great disappointment of both 
The failure is the more disappointing 


sides. 
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because there is reason to believe that the 
parties came very near to reaching common 
ground and might have done so if the negotia- 
tions had not been terminated by a misunder- 
standing which precipitated publicity, making 
further concessions difficult. It was an un- 
fortunate denouement, because the negotia- 
tions had been proceeding hopefully, the situa- 
tion was not one of settled disagreement, and 
apparently nothing in the nature of a deadlock 
developed until the publication occurred. 

The seeming failure of negotiations between 
two friendly nations in a case where the in- 
terests are of such importance is especially 
deplorable because of the hasty conclusions 
and comments which inevitably follow. The 
partisans of each side naturally incline to put 
their own case in the best light and to place 
the blame for disagreement upon the other side, 
which is not conducive to better understand- 
ing between the countries or calculated to pre- 
pare the public on either side for concessions. 
And yet a settlement can be arrived at only 
by concessions, and it is unthinkable that a 
settlement shall not be arrived at between the 
United States and France. 


The Argument for Concessions 


The amount of the French debt is not in dis- 
pute, but certain considerations arise which 
in the opinion of the debtor people entitle them 
to concessions from the face of the debt. Brief- 
ly reviewed they are that we were in the war 
ourselves and that the debt represents French 
purchases in this country of materials and 
supplies which were necessary to the main- 
tenance of the French armies in fighting bat- 
tles that were ours as well as theirs, and while 
they were holding the line until we could get 
there; that these materials and supplies were 
purchased from us at war prices, and that we 
made great profits from the war ; that the value 
of the French currency is now greatly depre- 
ciated in its relation to United States money, 
in which the debt is stated, thus increasing the 
burden of the debt; that in the nature of pay- 
ments, the debt can be discharged only by the 
transfer, directly or indirectly, of products of 
French industry, which for various reasons we 
are indisposed to receive; and finally, that 
France as the scene of the war has been so 
impoverished in man-power and wealth that 
it is impossible for the nation to pay this debt 
and the like debt to Great Britain in full, and 
that to attempt to extract such sums from the 
people would be to place burdens upon them 
which would be beyond endurance. All of 
these claims have more or less support among 
our own people. 


The Other Side 


The government of this country is a repre- 
sentative one and must conform to the pre- 
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dominant public opinion, and of course the 
same is true of France. The masses of the 
people of either country naturally do not un- 
derstand the attitude of the other country as 
well as the negotiators do, and this is one of 
the chief difficulties to be overcome in effect- 
ing a settlement. 

The great body of the people of this coun- 
try never have considered that their interest 
in the war was as vital as that of the coun- 
tries of Europe immediately involved. They 
were not a part of the historic situation in 
which the conflict had been brewing for a long 
time; they had always felt secure from Euro- 
pean embroilment; they were not threatened 
by invasion or under any constraint to enter 
the war, except in behalf of certain principles 
of international relations which were as im- 
portant to other countries as to themselves. 
Under the circumstances they have thought 
that their own very large expenditures, to- 
gether with their contribution of man-power, 
fully covered their proper contribution to the 
cause. This statement is not made by way of 
argument, but simply as describing a psycho- 
logical attitude which the European peoples do 
not seem to understand. Whether justified 
from the European viewpoint or not, it is a 
very real state of mind, and the state of the 
public mind on both sides must be reckoned 
with in the negotiations. All controversies 
arise from the fact that the disagreeing parties 
see the situation from different viewpoints, and 
among practical people it is usually taken for 
granted that the way to settlement is by com- 
promise. 

As to the expenditure of the borrowed 
money at war time prices, obviously that does 
not alter the fact that the Treasury supplied 
the full amount by its own borrowings, has 
been paying 4%4 per cent upon it since, and 
that whatever portion is not reimbursed to 
the Treasury will have to be written off as 
permanently lost to the tax-payers of this 
country. The high prices of the war time 
were general, affecting industrial costs and 
living expenses as well as gross receipts, and 
the profits for the most part disappeared in the 
years of readjustment and depression that fol- 
lowed. The people of the United States as 
a whole did not accumulate wealth from the 
war. Their actual progress, measured in 
stable values, during the ten years from 1914 
to 1924 was less than normal, owing to the 
industrial derangement caused by the war, 
and the average tax-payer is conscious that the 
war did not bring wealth to him. 

It is true that the French currency is de- 
preciated, but to the extent that wages and 
prices have advanced in consequence this does 
not affect the capacity of France to produce 
the required surplus in her budget. No doubt 
this depreciation has brought hardships to 


certain classes but on the other hand certain 
classes have gained thereby. Nevertheless 
this is a factor in the final problem of France’s 
capacity to pay, which it is agreed must be 
carefully considered. 

The difficulty inherent in the transfer of 
large payments from one country to another, 
and particularly where the creditor country 
maintains the policy of protection against 
competing goods, must of course have consid- 
eration, and no doubt receives it in the ne- 
gotiations. 

Finally, the people of this country recognize 
that however valid their claim to complete 
reimbursement may be, it would be worse 
than useless to press it if the economic con- 
ditions are such that France is unable to pay. 
It has been clearly stated by the United 
States commission that it is seeking a settle- 
ment based upon the capacity of France to 
pay, “without undermining her economic or 
social fabric.” 


The Status of Negotiations 


Numerous European comments are based 
apparently upon the theory that the United 
States is holding out for the last cent of the 
French debt, but in fact its position is by 
no means an unyielding one. 

The final offer of the French commission 
was to pay $40,000,000 annually for the first 
five years, $60,000,000 for the next seven years, 
and $100,000,000 annually for the following 
fifty-six years, thus spreading the payments 
over sixty-eight years and providing in the 
aggregate for the payment of $6,620,000,000. 
The offer, however, carried what was called a 
safe-guarding clause, providing for a recon- 
sideration of the agreement in the event that 
it should be found to be in excess of France’s 
capacity, it being understood that this referred 
particularly to failure on the part of Germany 
to meet the reparation payments. 

Secretary Mellon’s answer on behalf of the 
United States commission stated that the 
present worth of these payments, reckoning 
interest at 414 per cent, would be about $1,- 
750,000,000, which was deemed to involve too 
great a reduction from the principal sum which 
the United States must pay to its own bond- 
holders on account of the French debt, which 
with interest to June 15, 1925, was calculated 
at about $4,100,000,000. The proposal for the 
United States was that payments upon prin- 
cipal and interest should begin at one-half of 
one per cent for each, and gradually increase, 
the interest rate reaching 314 per cent in thir- 
teen years, and the payments to be extended 
over sixty-two years. Secretary Mellon stated 
that this schedule would give a present worth 
to the debt of about $2,800,000,000, which rep- 
resented a reduction of about 31 per cent upon 
the total debt, Calculated, however, upon the 
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sum loaned to France during the war, which is 
the part of the debt upon which concessions 
are particularly urged, the reduction would 
be fully one-half. The total of all loans made 
during the war was $1,970,000,000, the total of 
post-armistice loans was $1,027,477,800, and in 
addition to these there is a principal sum of 
$407,000,000, the proceeds of United States 
army supplies in France sold to the French 
government after the war. The latter was 
a special transaction over which there has 
been no controversy and interest has been 
regularly paid upon it at 5 per cent. 

When it seemed likely that no agreement 
would be reached at the Washington confer- 
ence the United States Commission proposed 
to accept $40,000,000 per year for the first 
five years in full settlement of current inter- 
est, and leave the arrangement of further 
payments to be made at the end of that time. 
This would be interest at slightly less than 1 
per cent per annum, and the annual sum is 
the same as that named by the French com- 
mission for these years. 


The Disagreement 


The disagreement between the commissions 
arose out of differing views as to the probable 
economic status of France after the immedi- 
ate emergency has been passed. That the 
present state of French government finance 
is perplexing and difficult is obviously true, 
and it is quite proper that the government 
should be anxious to effect a settlement 
which will not be regarded by the French 
public as oversanguine or unduly burden- 
some in view of present conditions. The 
United States commission on the other hand, 
while recognizing the existing difficulties, 
regards them as temporary and does not 
think they should be made the basis of a 
settlement which reaches far into the fu- 
ture. It takes an optimistic view of the future 
of the French nation. The task of reconstruc- 
tion is nearly completed and the industries of 
the country are in more productive condition 
than ever before. The provinces of Alsace and 
Lorraine are restored. The nation has a 
colonial empire of vast economic possibilities. 
The large investments which the French peo- 
ple have in Russia and other states of eastern 
Europe, at present yielding no income, prob- 
ably will realize important values eventually. 
The attraction which France has for foreign 
travelers is a growing factor in the exchange 
situation, and particularly exchange relations 
with the United States. The French people 


are industrious, thrifty and resourceful, and 
the industrial development of the country in 
thirty years is likely to make the difference 
between the annual payments named by the 
two commissions look insignificant. 

It is not to be supposed that the French 
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government would want to heavily discount 
all of these prospective developments in this 
settlement. It could not prudently do so, but 
on the other hand the negotiators for the 
United States have urged that some account 
should be taken of them. Hence, while readily 
assenting to the proposal of the French com- 
mission as to early payments, they have of- 
fered the suggestion that the final settlement 
be deferred to a later date. 


In the words of the commission: 


It appears to us that within this period of five 
years the economic problem with which we are 
mutually confronted will have been much clarified 
and we shall both be in position to make better deter- 
mination. We know that it is the earnest desire of 
the American people not only to be just, but that 
they are willing to make necessary sacrifices. We 
believe that with peace, the natural progress of in- 
dustry and commerce and the recovering strength of 
France, a basis can be found at such later date which 
will meet the views of our two countries. 


An Earlier Settlement Probable 


Nevertheless it has become evident since 
the return of the French commission that the 
failure to reach a settlement has had unfavor- 
able effects. The debt to the United States 
government is an important factor in the 
French situation, and the uncertainty at- 
taching to it is a depressing influence. The 
finances of France require thorough reor- 
ganization, and the first step is to determine 
how much the country owes, the second step 
is to balance the Treasury budget by taxation 
and the third step is to stabilize the currency. 
These steps may come close together, but they 
must come in this order, and when taken, con- 
fidence in the future will be established both 
within and without the country, industry and 
trade will have a sound basis of operations, 
revenues will increase and all the problems 
which arise out of deficits and indefinite liabil- 
ities will disappear. 

It is more than likely that the negotiations 
which were prematurely terminated at Wash- 
ington will be renewed at an early day. Both 
countries are desirous of a definite and mutu- 
ally agreeable settlement which will put an end 
to controversy. Moreover, the French govern- 
ment would be greatly strengthened for deal- 
ing with its immediate problems by having the 
support of the American mouey market. The 
troubles of the French Treasury are largely 
due to uncertainties and apprehensions which 
would be dissipated by assured financial sup- 
port, coupled with a positive and courageous 
policy. The Treasury has to meet large debt 
maturities, which in itself would not be a 
serious matter, for they do not signify increas- 
ing indebtedness and afford an opportunity to 
reduce interest charges in case the Treasury 
is placed on a safe footing. The recent fall of 
the franc, however, indicates an exodus of 
capital from the country, which in connec- 
tion with the debt maturities makes a serious 
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situation. It is a situation in which aid from 
outside and a demonstration of foreign con- 
fidence would be particularly valuable. 

It is altogether probable that whatever pay- 
ments France is called upon to make to the 
United States for some years to come will have 
to be made through loans placed in the public 
market here. In other words they will be ac- 
complished by a shift of indebtedness from 
sums owing to the Treasury into sums owing 
to private investors. In order to accomplish 
this transfer, it is necessary that the finances 
of France shall be placed upon an absolutely 
sound basis. There must be a clear demon- 
stration of the capacity of France to create a 
surplus of revenues over expenditures suffi- 
cient to cover the interest upon its debt and 
amortize the principal, and furthermore, it is 
obviously necessary that there shall be con- 
vincing evidence that the French people, re- 
gardless of political divisions and domestic 
controversies are unitedly resolved to main- 
tain this policy. When American investors 
are satisfied upon these points there is no rea- 
son to doubt that funds will be obtainable in 
this country in amounts sufficient to meet any 
exchange difficulties and to afford whatever 
temporary support the French government 
may require in re-establishing the currency 
of the country firmly on a gold basis. More- 
over, such a policy will restore the credit of 
the French nation to the proud position which 
it has always held in the past. 


Settlements with Czechoslovakia and Esthonia 


Not much newspaper space has been occu- 
pied with the terms of settlement of the in- 
debtedness of Czechoslovakia to the United 
States government, agreed to during the past 
month, for it was readily arrived at. All of 
this indebtedness was incurred subsequent to 
the armistice. The principal items in the 
original indebtedness were as follows: 

Cash advances $61,974,041.10 


Sales of surplus army supplies..............c000 20,604,302.49 
Relief supplies sold under Act of Feb- 








EEE ile OO Winesdrbnchicebscccesinntdecsteinsniniasivetion 6,428,089.19 
Flour sales, under Act of March 30, 1920.. 2,873,238.25 
Balance due in connection with repatria- 

tion of Czechoslovak troops from Rus- 

GA <eneie 4,991,482.48 








Total principal due $96,871,153.51 

Including interest to June 15, 1925, the 
amount of the debt upon that day was agreed 
to as $115,000,000. In the settlement the 
United States receives 36 bonds of $1,500,000 
each, aggregating $54,000,000, maturing semi- 
annually from December 15, 1925, to June 15, 
1943, without interest, and 44 bonds of vary- 
ing amounts increasing annually from $1,296,- 
023.07, due on June 15, 1944, to $5,685,000 due 
on June 15, 1987. The latter bonds draw in- 
terest at 31% per cent from June 15, 1943, pay- 
able semi-annually. The first lot of bonds evi- 
dently is in partial payment of accruing in- 
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terest, the remainder of the interest being car- 
ried into the second lot of bonds. The aggre- 
gate of the two lots, not including interest to 
accrue on the second lot after 1943, is $185,- 
071,023.07, which offers another illustration of 
the fact that in all these long-term settlements 
interest instead of principal is the chief factor. 

A settlement of the debt of Esthonia has 
been agreed to on the basis of a $13,831,441.88 
as the principal sum. The general terms are 
the same as accorded Poland—that is, liquida- 
tion over a period of sixty-two years with in- 
terest at 3 per cent. a year to December 15, 
1932, and 3% per cent thereafter. 


The Bond Market 


The buying momentum in the bond market 
which developed during September has been 
gaining in strength, sweeping before it a rela- 
tively small volume of new offerings and leav- 
ing the market in the strongest fundamental 
position of the year. Accumulations of bonds 
resulting from the mid-summer lethargy have 
parently been well absorbed, and dealers 
generally report a demand for sound offer- 
ings in excess of the visible supply. While 
corporate maturities in November will be 
larger than usual and over twice as great as 
maturities during October, new financing for 
refunding purposes will not be an appreciable 
market factor, because payments have already 
been provided for in many cases from corpor- 
ate treasury funds. With a relatively small 
volume of domestic issues in prospect and with 
no large foreign issues in immediate view, the 
near future seems clear for the maintenance of 
bond prices at or near their present levels. The 
fact that the embargo upon foreign loans in 
London is likely to be removed may affect the 
volume of foreign offerings here. 





Corporate Issues 


The market on domestic corporate securities 
during October has been firm, with little ten- 
dency to fluctuate either way. The Dow-Jones 
average for 40 listed domestic corporate issues 
(10 high grade rails, 10 second grade rails, 10 
industrials and 10 public utilities) on October 
24th was 92.26, as compared with 92.24 on 
September 25th and 90.84 on October 24th a 
year ago. The Municipal market, especially 
for higher grade issues, shows a slight hard- 
ening tendency. Renewed buying activity in 
this group, even in the face of proposals for 
drastic cuts in normal and surtaxes, indicates 
that the effect of such reductions on the exist- 
ing net yield differential between non-taxable 
and taxable bonds has been more than dis- 
counted in the drastic price readjustments dur- 
ing August and September. Nor is there in 
prospect any large volume of new financing 
which might serve as a depressing factor dur- 
ing coming months. Figures on the volume 
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of State and Municipal issues to date for 1925 
indicate that the total volume of such bonds 
for the year probably will be between $200,- 
000,000 and $300,000,000 less than the volume 
during 1924. Reductions are most pronounced 
in State issues, a condition explainable by the 
completion of bonus financing in most States 
and also by the shrinkage in the volume of 
State bonds issued for road-building purposes. 
The outlook for municipal bonds during com- 
ing months is favorable. 


Government and Municipals 


The market on United States Government 
securities continued to move in close sympathy 
with money rates. Prices were reactionary 
early in the month, as call money moved to 
higher levels. While a reduction later in the 
month in the rediscount rate of the Bank of 
England produced temporarily a better under 
tone, the net result of price movements for 
the month was a slight decline in practically 
all issues. The market for United States se- 
curities is apparently beginning to discount 
the effects of income tax reduction. For the 
first time in several years the fully exempt 
Liberty 31%4s dropped below par. The Liberty 
4s and 4%s, both of which automatically lose 
part of their tax exemption feature on July 
next, are being exchanged in some quarters 
for gilt-edged Municipals, not only because 
of the higher yields but also because tax ex- 
emption benefits thus become permanent. 
While prices of tax exempt securities are 
sensitive to the present agitation for in- 
come tax reductions, a study of Municipal 
prices over a long span of years, including a 
considerable period before the income tax law 
was passed, indicates that Municipals always 
have been valued on the basis of intrinsic 
worth and that tax exemption has not been 
the important price factor commonly supposed. 


Bank Holdings 


The growing importance of the investment 
holdings of banks is worth noting. Reports 
of Federal Reserve member banks show an in- 
crease in permanent investments since 1921 of 
about 60 per cent as compared with an in- 
crease of loans and discounts of only 15 per 
cent. This tendency is of course contrary to 
the traditional view that the banker should 
keep his assets liquid and not advance funds 
for capital purposes. The present situation is 
a direct result of a surplus of funds beyond 
commercial needs, which has practically forced 
the banker to find employment for part of his 
deposits outside the strictly commercial field. 
While bank investments cannot be called a 
bearish influence in the market, the over-hang- 
ing volume of bank holdings does make the 
bond market more sensitive to money demands 
than it would otherwise be, Should a tem- 





187 


porary demand for commercial credits develop, 
it is more probable that the banks would em- 
ploy the rediscount facilities of the Federal 
Reserve system than that they would throw 
any substantial volume of their bond holdings 
upon the market at declining prices. More- 
over gold importations have been increasing 
the lending power of the banks. It would 
seem, therefore, that the possibility of price 
depression through this source is not immi- 
nent. 


Foreign Dollar Issues 


Those who see in the signing of the Locarno 
treaties the virtual outlawry of war are per- 
haps over-optimistic in their views, yet it is 
certain that the Locarno guaranties con- 
stitute the most important attempt in the di- 
rection of permanent peace since the treaty 
of Versailles. The five agreements arrived 
at between the principal European powers 
furnish further evidence that Europe is slowly 
but surely attaining a state of equilibrium and 
placing herself in a way for real economic pro- 
gress. This viewpoint is reflected in the prices 
of European securities in this market. Since 
the Locarno treaties were signed practi- 
cally all European issues have shown im- 
provement, with the single exception of the 
French, which have been affected by the con- 
fused state of the country’s finances, no doubt 
a temporary condition. A heavy demand for 
German 7s pushed this issue upward. The 
German Agricultural Bank 7s worked to high- 
er ground as did also the Polish 8s and the 
various Belgian issues. Latin-American bonds 
continued firm with an advancing tendency. 
Bolivian 8s were outstanding in their advance 
of several points. 


Principal Issues of the Month 


The most important offering of the month 
has been that of $25,000,000 of 20-year 71% per 
cent bonds of Czechoslovakia, of which, how- 
ever, $3,500,000 were sold in Holland. The 
price was 96, making the yield a little above 
8 per cent. Czechoslovakia was the first coun- 
try of Central Europe to get out of the mael- 
strom of currency inflation, but in doing so 
was obliged to incur a floating debt which 
has been a source of anxiety to the Treasury. 
This floating debt is in process of liquidation 
through internal financing, and this external 
loan is a measure to the same end. This loan, 
the annual charges upon which amount to 
$3,750,000, is secured by a first lien on the 
sugar and alcohol taxes, which in 1924 yielded 
$16,877,405, and a second lien upon the cus- 
toms duties and net profits of the tobacco 
monopoly, junior in the latter instance only 
to the specific charge in favor of the holders 
of the Czechoslovak loan of 1922. This offer- 
ing was promptly taken, 
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Among the principal new issues during the 
past month, both foreign and domestic, were 
the following: 


$15,000,000 Free State of Bavaria Gold 6%s, due each 
August 1, 1926 to 1945, incl., prices to 
yield from 6.50 per cent to 7.65 per cent 
according to maturity. 

City of St. Louis, Mo., 4%s, due 1930 to 
1945, incl., offered at 100% to 100%, to 
yield about 4.20 per cent. 

Shares American Brown Boveri Electric 
Corp. Participating Stock, offered at $50 
per share. 

Alabama Power Co. ist Lien & Ref. 5s, 
due June 1, 1951, price 95% and int., to 
yield over 5.30 per cent, 

Shares North American Edison Co. Pre- 
ferred Stock, price $97 per share, to yield 
about 6.18 per cent. 

Missouri Power & Light Co. 1st Series 
‘A” 5%s, due Sept. 1, 1955, price 98% and 
int., to yield 5.60 per cent. 
Rhine-Main-Danube Corp. S. F. Gold Deb. 
Series “A” 7s, due Sept. 1, 1950, price 96 
and int., to yield about 7.35 per cent. 
Anglo-Chilean Cons. Nitrate Corp. 20-yr. 
S. F. Deb. 7s, due Nov. 1, 1945, price 100 
and int. 

United States Smelting, Refining & Min- 
ing 10-yr. Gold 5%s, due Nov. 1, 1935, 
— 99 and int., to yield about 5% per 
cent. 

Inland Steel 20-yr. Deb. 5%s, due Nov. 1, 
——e price 98% and int., to yield 5.62 per 
cent. 

Czechoslovak Republic 20-yr. Ext. S. F. 
Series “A” 714s, due Oct. 1, 1945, price 96, 
to yield over 8 per cent. 


4,139,000 
260,000 
5,000,000 
200,000 
6,500,000 
6,000,000 
16,500,000 
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Reform in Grain Speculation 





At the instance of the Secretary of Agri- 
culture, the Chicago Board of Trade, which 
is the seat of the principal speculative mar- 
ket in the grain trade, has put into effect cer- 
tain amendments to its rules, which have been 
proposed with a view to limiting an undesir- 
able class of speculation. A clearing system 
is being established which will compel prompt 
settlements between brokers and it is thought 
compel them to reduce the credit extended to 
to their customers. Whatever effect it has 
will be upon the class of traders who operate 
upon narrow margins, and it is agreed that 
restriction in this quarter will be wholesome. 

Another effort to limit violent fluctuations 
is made by creating a Committee upon Busi- 
ness Conduct which is designed to give the 
Board more effective control over trading 
practices, enabling it to act when the Com- 
mittee is satisfied that the market is under thie 
influence of manipulation. The Committee will 
have authority to suspend trading if fluctua- 
tions exceed certain prescribed limits within 
a single day. A rule of this kind has been 
in force on the New York Cotton Exchange 
for some time. Such a rule may be efficacious 
in dealing with attempts to manipulate the lo- 
cal market, but obviously the limitations im- 
posed must have regard for general market 
conditions, otherwise trading would be shifted 
to other markets and if necessary to foreign 
markets. 

Unfortunately it is impossible to draft a 


rule distinguishing between legitimate specu- 
lation, which is trading by persons who give 
intelligent consideration to all the conditions 
which necessarily affect prices, and the kind 
of blind trading which follows a sensational 
movement of prices and tends to carry it to 
extremes. Traders of the former class play 
a useful part in marketing operations, while 
the latter class simply muss up the situation, 
but the markets are open to everybody, and 
must be. Last year a prolonged rise of wheat 
prices brought into the market a lot of “trail- 
ers,’ who had been reading newspaper ac- 
counts of profits being made, and their buying 
carried prices to what is now known to have 
been an unwarranted level. When the break 
came, above $2 per bushel, there was a great 
outcry against the “short-selling,” which was 
a factor in it, although the real offense against 
market stability was committed by the specu- 
lators who were responsible for carrying the 
price above $2. If it had not been for the 
short-selling prices might have gone to $2.50, 
in which case the inevitable collapse would 
have been more disastrous. 


Short-selling is the most effective influence 
for keeping bull speculation within bounds, 
and the fact that it is a menace to marginal 
traders ought not to count against it with peo- 
ple who wish to restrict the amount of mar- 
ginal trading. 

The value of “short-selling” in a speculative 
market has been evident in the New York 
stock market in recent weeks. It is general- 
ly agreed that the advance of stocks which has 
occurred in the last year has had a legitimate 
basis in the improvement in industrial and 
trade conditions, but it has been recognized 
that there was danger in the indiscriminate 
advance and that uninformed speculative buy- 
ing might carry the movement too far. The 
strongest repressive upon the market in re- 
cent weeks has been the activities of the 
“bear” element which operates by contract- 
ing to sell and deliver stocks which it does 
not own, but expects to acquire at lower prices. 
Much is said of the “immorality” of selling 
what one does not own, but the sale is sim- 
ply a contract that a certain commodity or 
piece of property will be delivered upon 
agreed terms, and whether the seller owns it 
at the time or acquires it later is not in itself 
a moral question. A builder may contract to 
erect a house and be “short” to the extent of 
all the materials and labor to be used, with- 
out committing an offense against morals. The 
seller who contracts to deliver stocks or wheat 
without owning any at the time, puts himself 
in position where he must become a buyer. 
Hence in the long run under ordinary con- 
ditions he should exercise as much influence 
upon one side of the market as the other. If, 
however, the market is unduly high, owing to 
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a preponderance of “bullish” enthusiasm, the 
“bear” who sells “short” in the belief that 
prices will be lower, helps to check an ad- 
vance which is going too far. His operations 
are a desirable counterbalance to bullish specu- 
lation. The market would be one-sided with- 
out him, and to put him on equal terms with 
the speculator for a rise he must be allowed 
to sell not only what he owns at the moment 
but whatever he can properly undertake to 
deliver. 


Mr. Alexander Dana Noyes, financial editor 
of the New York Times, and an observer of 
the stock market for many years, in the issue 
of that journal for October 17th last, com- 
menting upon the activities of the “short” sell- 
ers in the stock market in recent weeks, when 
the market has gone almost steadily against 
them, says: 


Occasionally, even the speculator for the rise is 
impelled to ask, with perplexity, why seasoned pro- 
fessional “bears” should come back again and again, 
after each apparently overwhelming defeat. Most 
people who have known the ways of Wall Street for 
more than a year or two would probably answer that 
experience has taught these veterans that, if prices 
continue an advance of this character, the time is 
bound to come, at some time in the more or less dis- 
tant future, when the market will not recover from 
a break. The speculative seller of stocks serves ex- 
actly the same purpose, and in much the same way, 
as does the speculative buyer when the agonizing 
decline of a “panic market” is in its final stages. 
Each, in the way adapted to the circumstance of the 
moment, helps to restrain hysterical excess. 

Freedom of the markets is the best remedy 
for abuses which are inseparably related to 


legitimate trading. 


Reorganization of the Chicago, Milwaukee 
and St. Paul Railway 


On October 9, Messrs. Kuhn, Loeb and Com- 
pany and The National City Company, reor- 
ganization managers under the plan dated June 
1, 1925, for the reorganization of the Chicago, 
Milwaukee & St. Paul Railway Company, de- 
clared the plan operative, and as of October 30, 
the amount of bonds assenting to the plan con- 
stituted a clear majority of all the outstanding 
bonds affected by the reorganization. 

On October 14, the outline of the Roosevelt 
Committee’s reorganization plan was pub- 
lished. Under this plan, the bonds now in de- 
fault are to receive 25 per cent in new fifty- 
year fixed interest 5 per cent bonds, and 75 
per cent in participating adjustment mortgage 
bonds, cumulative at the rate of 5 per cent 
after three years, and after the preferred stock 
receives 4 per cent, these bonds are to have 
1 per cent additional. It is proposed to pay 








off $5,000,000 of the debt owing to the Unite4 
States Government, and to extend the balance 
($50,000,000) at 414 per cent, if permitted by 
appropriate legislation, and liquidate same by 
serial payments over fifteen years, beginning 
in the fourth year, such loan to be secured by 
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$75,000,000 of the new fifty-year 5 per cent 
bonds. 


The Roosevelt plan proposes an assessment 
of the common and preferred stocks of $10 per 
share. Stockholders paying this assessment 
receive dollar for dollar in new adjustment 
bonds and the same amount of stock of the 
new company as they hold in the old. 


Objections to the Roosevelt Plan 


The Bondholders’ Protective Committee, of 
which Mr. Frederick H. Ecker, vice-president 
of the Metropolitan Life Insurance Company, 
is chairman, has issued a letter comparing the 
plan of Messrs. Kuhn, Loeb and Company and 
The National City Company with the so-called 
Roosevelt plan. In this letter it is pointed out 
that the Roosevelt plan has the basic defect 
that, instead of providing for the present liqui- 
dation of the Government debt, it proposes to 
continue $50,000,000 thereof and to lay upon 
the reorganized company the burden of liqui- 
dating that debt within fifteen years by an- 
nual serial payments, averaging almost $5,000,- 
000 a year, beginning four years hence. 

Under the Roosevelt plan, it is evidently as- 
sumed that the installments of the Government 
debt will be paid out of earnings, but in the 
opinion of the Ecker Committee, it would, as 
a practical matter, be necessary to raise most, 
if not all, of the money required to pay the 
serial maturities by the sale of the new 5 per 
cent bonds which are to be pledged to secure 
the extended debt. It could hardly be expected 
that such bonds could be marketed at par, as 
is the case with the 5 per cent bonds to be 
issued under the Kuhn, Loeb and Company- 
National City Company plan. The elimina- 
tion, so far as possible, of all substantial short 
term securities is one of the chief requisites of 
any sound reorganization. For fifteen years 
these annual maturities would be a burden 
upon the credit of the new company, neces- 
sarily embarrassing the financing of its capital 
expenditures, and increasing the cost of such 
financing. 


Even if the Government debt could be ex- 
tended and refunded at 4% per cent interest, 
fixed interest charges under the Roosevelt plan 
are increased by over $2,000,000 a year after 
five years. It is another requisite for a sound 
reorganization that any reorganized company 
should have moderate fixed interest charges, 
and a financial structure that would enable it 
to raise the money from time to time required 
for capital purposes at the lowest cost. The 
Roosevelt plan, in giving the former bond- 
holders 25 per cent of their holdings in new 
fixed interest bonds bearing 4%4 per cent in- 
terest for five years and 5 per cent interest 
thereafter, violates this principle, without com- 
pensating advantages. As a practical matter, 
the proposal merely amounts to splitting in 
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two parts the security which takes the earn- 
ings available for interest to the present bond- 
holders, one part being the equivalent of 1 per 
cent for five years and 1% ‘per cent thereafter 
on the present bonds, and the other part an 
income charge of 334 per cent on the present 
bonds. The value of the two parts taken to- 
gether can be no greater than that of the secur- 
ity given under the present plan, which repre- 
sents a return of 5 per cent on the present 
bonds. 
Results to Bondholders Compared 

Moreover, even the unfavorable earnings of 
the current year and the previous year would, 
under the provisions of the Kuhn, Loeb and 
Company-National City Company plan, com- 
pel the payment upon the entire issue of ad- 
justment bonds of an amount of interest ex- 
ceeding the interest upon the fixed interest 
bonds proposed in the Roosevelt plan. In the 
opinion of the Ecker Committee, it is much 
better to use the earnings to build up the in- 
vestment position of the adjustment bonds is- 
sued for the full amount of the existing bonds 
than to increase the prior fixed charges, and 
to weaken the position of the income adjust- 
ment bonds. The offer of contingent interest 
of 1 per cent under the Roosevelt plan upon 
the income adjustment bonds (which amount 
is equivalent to 34 per cent upon the present 
bonds) payable only after 4 per cent has been 
paid upon the preferred stock, is distant and 
illusory. Judging by the engineers’ estimates 
of future earnings, the present value of the 
contingent interest is almost negligible from 
the investor’s point of view. 


Unpromising to Stockholders 


From the point of view of the stockholders, 
the Roosevelt plan also appears to be disad- 
vantageous. If, after the payment of the cumu- 
lative 5 per cent interest on the income ad- 
justment bonds, and after the payment also of 
a sinking fund of % per cent per year, begin- 
ning in 1936, the remaining earnings are ap- 
propriated, so far as available, to liquidate the 
debt to the Government, the possibility of divi- 
dends on the preferred stock would be long 
postponed, and the position of the common 
stock rendered well-nigh hopeless. In the opin- 
ion of the Protective Committee representing 
the preferred stock, of which Mr. Mortimer 
M. Buckner, chairman of the board of the 
New York Trust Company, is chairman, and 
also in the opinion of the committee represent- 
ing the common stock, of which Donald G. 
Geddes of Clark, Dodge and Company, is 
chairman, the so-called “Roosevelt Plan” is 
distinctly less favorable to both classes of stock 
than the present plan, which has been declared 
operative by Messrs. Kuhn, Loeb and Com- 
pany and The National City Company. 

The reorganization managers have an- 


nounced that deposits of securities will be re- 
ceived without penalty to and including No- 
vember 20, 1925. 


New York Cocoa Exchange 





On October first there opened with suitable 
ceremonies at its new quarters, 124 Water 
Street, New York’s fourth commodity ex- 
change—The New York Cocoa Exchange tak- 
ing its place in the commercial community by 
the side of its older neighbors—the Produce 
Exchange, Cotton Exchange, and Coffee and 
Sugar Exchange. 

The opening of the new exchange, the first 
of its kind in the world, with 140 trading 
members, of whom 17 are located in foreign 
countries, emphasizes the rapid growth of the 
cocoa industry, and the increasing importance 
of New York as a distributing center for this 
staple. Since 1913 world production of cocoa 
has more than doubled, increasing from 3,750,- 
000 bags to 7,500,000 bags annually. During 
the same period the importations of the United 
States, over 90 per cent of which enter through 
the Port of New York, have increased from 
900,000 bags to over 2,500,000 bags per year— 
a gain of nearly 200 per cent. 

“The Exchange,” according to its published 
announcement, “was organized to meet a 
world-wide demand for such an institution, 
and is designed to facilitate the movement of 
raw cocoa from the plantation to the factory, 
and to reduce the risks heretofore incident to 
trading in this staple. Trade in cotton, sugar, 
coffee and other important commodities has 
been benefited by the formation of similar 
organizations, and the cocoa trade with its 
leading producing centers scattered over the 
globe, will be materially helped by the new 
mart.” 

The Cocoa Exchange is modeled somewhat 
after the New York Cotton Exchange, and the 
New York Coffee and Sugar Exchange, trad- 
ing in future deliveries as far as a year ahead. 
The unit of trading or contract is one lot of 
30,000 pounds, which at present market levels 
is valued at about $3,300. Contracts will be 
cleared daily through the New York Cocoa 
Clearing Association, which commenced op- 
erations simultaneously with the opening of 
the exchange, with an original membership of 
19 firms. 

The three standard growths deliverable at 
par on the Exchange are main crop Accra, 
Bahias, and San Thomé; but every other 
growth, known or unknown, is deliverable on 
the exchange at variations in prices, at pre- 
miums or deductions from the contract price 
as provided in the by-laws. Trading hours 
are 10:30 A. M. to 3 P. M., except on Satur- 
day when the Exchange opens at 10 A. M. and 
closes at 12 o’clock noon. 


190 

















November, 1925 





Membership is limited to 150 individuals, 
the price of the last ten memberships having 
been fixed in the by-laws at $4,000 for the first 
five, and $5,000 for the remaining five seats. 
Trading on the opening day was active, with 
a turnover of 76 lots valued at $266,000; and 
since that date a fair volume of daily sales has 
been maintained. On October 20 but six mem- 
berships remained unsold. The new Ex- 
change opens with the best wishes of the 
commercial and financial community for its 
permanent success. 


A New Labor Declaration 





The American Federation of Labor at its re- 
cent annual convention had an interesting de- 
bate over wages and production, which re- 
sulted in a declaration that has been called a 
new labor policy. The language of the entire 
resolution hardly seems to justify the claim 
that any new idea or policy has had sudden 
birth, but an attempt within the Federation 
to formulate a wage policy based primarily 
upon production undoubtedly is of real im- 
portance, 


The original resolution upon the subject in 
the report of the committee on resolutions 
was no more than a general declaration con- 
demning all wage reductions as producing so- 
cial and industrial unrest and raising instead 
of lowering production costs. An amendment 
was offered upon which discussion took a 
much wider range, raising questions of very 
great significance in modern social and indus- 
trial life. The resolution and proposed 
amendment were sent back to the committee 
for reconsideration. 


The discussion on the original report is re- 
ported by the Associated Press as follows: 


John P. Frey, head of the International Molders’ 
Union, declared that “the time has come when the 
position of the trades union movement on the ques- 
tion of wages must be more clearly defined.” 

“We cannot base our wage demands,” he said, “upon 
any individual or group conception of the cost of liv- 
ing. What may be a living wage for one man, may 
not be for another. "Wages should be based upon 
the value of what we are creating. Methods of pro- 
duction are continually being perfected, including 
utilization of water power. and this should be re- 
flected in the wages we receive,” 


Frey, therefore, asked that the following addition 
be made to the committee’s report: “Social inequal- 
ity, industrial instability and injustice must increase 
unless the workers’ real wage—the purchasing power 
of their wages—is advanced in proportion to man’s 
increasing powers of production.” 

Mr. Woll immediately objected, declaring that the 
federation would thus bind itself solely to the “pro- 
duction” theory of wages, adding that “the less we 
have to do with theories the better off we will be.” 

James M. Lynch, president of the International 
Typographical Union, said that with the perfection 
of labor saving machinery and greater production 
it will be necessary to shorten the working day, cur- 
tailing production so that it will not largely exceed 
consumption demands, thereby causing unemploy- 
ment. He asked that a clause dealing with this phase 
be added to the wage report. 
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On the following day the new draft was 
offered and adopted. It reads as follows: 


We hold that the best interests of wage-earners 
as well as the whole social group, are served, in- 
creasing production in quality as well as quantity, 
by high wage standards, which assure sustained pur- 
chasing power to the workers and therefore higher 
national standards for the environment in which they 
live and the means to enjoy cultured opportunities. 
We declare that wage reductions produce industrial 
and social unrest and that low wages are not con- 
ducive to low production costs. 

We urge upon wage-earners everywhere: 

That we oppose all wage reductions, and that we 
urge upon management the elimination of waste in 
production in order that selling prices may be lower 
and wages higher. To this end we recommend co- 
operation in study of waste in production, which the 
assay of the Federated American Engineering Socie- 
ties covering important industries has shown to be 
50 per cent. attributable to management and only 25 
per cert. attributable to labor, with 25 per cent. at- 
tributable to other sources, principally managements, 
industries producing commodities for any single in- 
dustry under consideration. 

Social inequality, industrial instability and injustice 
must increase unless the workers’ real wages—the 
purchasing power of their wages—coupled with a 
continuing reduction in the number of hours making 
up the working day, are progressed in proportion to 
man’s increasing power of production. 


It is well to read in this connection the 
comments of the newspaper reporters indicat- 
ing the parts of the declaration in which the 
convention appeared to be especially inter- 
ested, and also the remarks of President Green: 


The decision on wage policy was unanimous, with- 
out so much as a debate. The 400 delegates voted 
to declare that the American workingman must begin 
to protect himself against being subordinated to in- 
creasing introduction of labor-saving machinery and 
electric power. They acted on the principle that the 
offset lay in proportionate increase of wages with 
respect to purchasing power and decrease of working 
hours. 

The weight of the pronouncement, in expressed 
opinions of the delegates, was in the last paragraph. 
The introduction yesterday of these two principles 
was what took the convention by surprise and caused 
it to take the matter under advisement over night. 

President William Green hailed the declaration by 
saying: 

“This action places American labor in a most ad- 
vanced position on wage theories. It may be regarded 
as the enunciation of a new idea. It is a position far 
in advance of any position we have ever taken be- 
fore. We are the threshhold of a great new era. We 
are at the infancy of giant power. A new condition 
is here, and we must meet it, and this is our way 
of meeting it.” 


What Is the Dominant Idea? 


Whether or not these declarations are to be 
taken as enunciating a new and advanced pol- 
icy seems to depend upon whether the domi- 
nant idea is that great possibilities for the 
laboring masses lie in increased production, or 
that increased productive capacity is a menace 
to be neutralized or suppressed in some man- 
ner. Does the Federation have a vision of the 
universal gains to be had from an increase of 
productive power, and is it inspired to co- 
operate in obtaining them, or is it on the de- 
fensive? Obviously it will make a great dif- 
ference which way the influence of organized 
labor is given. The Frey amendment as orig- 











November, 1925 





inally proposed did not raise this question, but 
in the resolution as adopted it is nearly 
smothered by expressions which are sugges- 
tive of the traditional attitude of labor toward 
machinery. 

It is fair to recognize that the inclination 
of labor to regard machinery as a competitor 
is instinctive and perhaps inevitable, despite 
the evidence of one hundred years of indus- 
trial development, and that it is not more pro- 
nounced in organized than in unorganized la- 
bor. No doubt, the attitude is modified in or- 
ganized labor by the influence of intelligent 
leaders, but on the other hand it is more serious 
when backed by the power of organization. 
One of the strongest reasons for opposition to 
the growth of the power of the organizations 
over industry lies in this lurking fear of labor- 
saving improvements. Naturally, it will con- 
tinue until it is removed by a better under- 
standing of the actual results of such improve- 
ments, and to this end it is desirable that pub- 
licity be given to every such debate as that 
which occurred in the Federation convention. 

It is pertinent to add in this connection that 
the fear of over-production is not confined to 
the ranks of labor: it amounts to well-nigh an 
obsession throughout the business world, and 
results in no end of ill-advised efforts for the 
control of industry and trade. These policies 
have a common origin in the idea that there 
may not be work or business enough to go 
around, which in any broad sense and as a 
basis of public policy is a fundamental mistake. 


Wages and Production 


The idea of connecting up the workingman’s 
advance with increasing production is all to 
the good. It is not only true that his real 
gains must come through industrial progress, 
but that industrial progress will utterly fail of 
results and actually choke down for want of 
an expanding market unless there is the wid- 
est possible distribution of benefits. All plans 
for increasing production necessarily contem- 
plate a corresponding increase of consumption, 
and the only way that consumption can be 
obtained is through a constant increase in the 
buying power of the masses. Broadly speak- 
ing, everything produced in all the industries 
must be sold back to the people engaged in 
the industries, for there is no other way of 
disposing of the output. Questions may be 
raised as to the relative distribution between 
proprietors and employes, but the proprietors 
are not running their works on the theory 
that they are selling their products to each 
other. They are all striving for the broadest 
possible market, and that can be had only 
through the purchasing power of the masses. 

Therefore, there can be no controversy over 
the proposition that “real wages”—“the pur- 

? 


chasing power of wages”’—“must increase in 


proportion to man’s increasing power to pro- 
duction.” It is the basic principle of the exist- 
ing order of society. It is in line with all ex- 
perience. It is a declaration in favor of just 
what has been taking place ever since capital 
began to be used for increasing production. It 
is illustrated in the higher productivity of in- 
dustry and higher standards of living of all 
advanced countries over backward countries 
like China and India, and in the superiority of 
the United States over the countries of Europe. 
The interest of industrial proprietors in a 
widespread distribution of buying power is il- 
lustrated by the development of the automo- 
bile industry in the United States. Why is it 
than more than 80 per cent of all the auto- 
mobiles in the world are in the United States? 

There is no issue over this proposition, and 
its enunciation is welcome because it puts 
the emphasis upon production instead of upon 
division. The possibilities of improving the 
common lot through any sudden change in the 
control of industry or the political govern- 
ment are as nothing in comparison with the 
possibilities which lie in harmonious efforts 
to enlarge the capacity of the industries and 
thereby increase the distribution of all the 
goods and services which contribute to the 
common welfare. 


Mr. Frey’s Statement and Amendment 


Mr. Frey’s original statement and amend- 
ment are entirely sound and unexceptionable. 
It is true that wages cannot be based upon a 
theoretical conception of the standard of liv- 
ing. It is certain that nobody will pay wages 
very long unless they are covered by the value 
of the services rendered; not even a socialist 
state could do that. The goods and services 
which compose the standard of living are tan- 
gible things and whether or not they can be 
had for everybody in given quantities must 
depend upon the productivity of the industries. 
If the actual standard of living is not as high 
as we would like it to be, this of itself is proof 
that there is no need of curtailing the hours 
of labor in order to prevent over-production. 

In truth, what is usually called over-produc- 
tion is almost always unbalanced production, 
resulting from misdirected effort, and is na- 
turally corrected by the tendency of capital 
and labor to turn to the industries which yield 
the largest returns. There is no limit to the 
possibilities of trade if the people will offer 
to each other the goods or services which are 
wanted and can agree upon terms of exchange. 

There is nothing in Mr. Frey’s statement 
about the necessity for curtailing working 
hours to offset increased industrial capacity 
and it may be assumed that he is aware that 
no such necessity exists. There is no more 
unemployment now than when industrial ca- 
pacity was but one-half that of the present. 
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Most of us are still very far from having all 
our wants satisfied, and while this is the case 
the length of the working day is first a ques- 
tion of relative efficiency and after that a ques- 
tion of whether we would rather have more 
leisure or more things. 

The fact that Mr. Frey explicitly referred 
to “real wages,” and defined them by adding 
the phrase, “the purchasing power of wages,” 
and that he used the broad term in speaking of 
“man’s increasing powers of production,” indi- 
cate that he is free from some of the common 
illusions which attach to money wages, and 
that he has a clear grasp of fundamental prin- 
ciples. He was talking of industry as a whole, 
of wages as a means of distributing or ex- 
changing the various products upon a fair 
basis, and of general prosperity and well-being. 
He did not say, and presumably did not mean, 
that in the case of improvements in a par- 
ticular industry all the benefits should go to 
the workers in that industry, either in higher 
wages or more leisure. His language through- 
out indicates that he was thinking of general 
social progress, and with an understanding of 
the great truth that society must advance as 
a whole, harmoniously and by mutual efforts, 
instead of by efforts on the part of the various 
branches of industry to keep the gains in 
water-tight compartments. 


The Solidarity of Industry 

A general policy of control over improve- 
ments within the several lines of industry 
would enormously increase inequality and so- 
cial friction, and cannot be justified. The idea 
that the workers in a given industry have a 
prior claim to the benefits resulting from im- 
provements to which they have made no per- 
sonal contribution, will not stand examination. 
There is a natural distribution of such benefits 
to the community, and this is as it should be, 
after those who have been instrumental in 
accomplishing the improvements have been re- 
warded. - 

If the policy of demanding shorter hours to 
offset the effects of improvement was applied 
in individual industries improvements would 
be nullified and the inducements to make them 
would no longer exist. Improvements are 
the result of research, experiment and expendi- 
ture, and when originally made involve risks of 
loss. A policy on the part of labor which pen- 
alized their introduction would discourage en- 
terprise and progress. On the other hand if 
such improvements result in economic gains 
the entire community soon begins to share 
them. They cannot be put into use without 
sharing the gains with the public, and by the 
time they have gone into general use the prof- 
its are likely to be no greater than ordinary 
business returns, the entire benefits of the in- 
novation having gone to the public through 
the natural play of competitive conditions. 
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Every saving of labor in industry of itself 
provides the means for the employment of an 
equal amount of labor, either in the same in- 
dustry or elsewhere. If it adds to the profits 
of the employer he will want to enlarge the 
industry, or to expend or invest the savings in 
some way, and can do nothing of the kind 
without employing labor. If the saving is 
taken from the price of the product the pub- 
lic will have more to spend either for that 
product or something else. 


No Occasion for Limitations 


It frequently happens that the reduction of 
costs and prices greatly stimulates an industry. 
The invention of the linotype and other type- 
casting and type-setting machines did not re- 
duce either the number or wages of workers 
in the printing trades, but cheapened printing 
and increased the circulation of newspapers, 
magazines and books. The automobile has al- 
most obliterated the carriage-building indus- 
try, but the workers found ready employ- 
ment at better wages in building automobiles, 
and the prices of automobiles have been stead- 
ily reduced while the prices of materials and 
the wages of labor have advanced. These are 
not exceptional cases; they illustrate the na- 
tural results of industrial progress. It would 
be safe to challenge the naming of any indus- 
try the products of which are not selling to 
the public at lower prices today, in proportion 
to the prices of the materials and labor enter- 
ing into them, than they were ten years ago. 

There is no occasion for arbitrary regula- 
tion to preserve the equilibrium in industry. 
It takes care of itself when let alone, far more 
effectively than any management can do it. 


The best answer to the claim that working- 
hours in an industry shall be adjusted to offset 
the influence of improved machinery is by 
asking what would have been the effect of ap- 
plying that rule in agriculture. How would 
the wage-earners like to pay for bread on the 
theory that all the economies effected in pro- 
duction since wheat was cut with the cradle 
should inure to the benefit of the farmer? 


When account is taken of “real” wages, ac- 
cording to the Frey amendment, it wil\ be 
found that neither money, wages nor hours of 
labor need be changed in order to give the 
wage-earners their rightful share of the bene- 
fits of labor-saving improvements. The ideal 
distribution of these benefits would be accom- 
plished by having the prices of commodities 
decline in correspondence with the elimination 
of labor costs from their production. This 
would benefit the workers in proportion as 
they are consumers and would carry the bene- 
fits to the door of every consumer without any 
effort on his part, and give every one his right- 
ful share, no matter how humble, unassertive 
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or industrially weak he might be. The theory 
of having wages pushed up arbitrarily from 
time to time, by the power of organization, to 
cover in a general way the share of gains be- 
lieved to be coming to labor, is likely to result 
in pronounced inequalities in distribution 
among different branches of industry. All are 
not equally independent or able to fight for 
their shares. Some industries are more stra- 
tegically placed for enforcing their demands on 
employers and on the public than others. The 
gains which are won by fighting will go largely 
to the strongest, a result which cannot be said 
to realize the ideal of social justice. 


Importance of the Industrial Equilibrium 


What Mr. Frey says about the danger of 
social inequality and of industrial instability 
and injustice unless the purchasing power of 
wages increases to correspond with increased 
industrial capacity, is only another way of 
stating an argument which has been presented 
in almost every issue of this Letter over the 
last five years. The industrial equilibrium, 
which means harmonious relations in pro- 
duction and prices between the various com- 
modities and services which make up the ex- 
changes, must be maintained in order to have 
prosperity. Everybody is interested in main- 
taining it, but unfortunately everybody does 
not understand his own interest in having 
justice done to the other man. Most people 
are interested only in driving the hardest pos- 
sible bargain for themselves, and it is not out 
of place to say that the labor organizations 
are no exception to the rule. We do not say 
that they should be an exception, but only 
that they along with the rest may well give 
greater attention to the manner in which their 
own welfare is dependent upon the general 
prosperity. 

During the last five years agriculture has 
been passing through a crisis all over the 
world, due to the fact that the prices of its 
products have been unduly low in comparison 
with the prices of other products. As a result 
of this disparity and the low purchasing power 
of the millions engaged in agriculture, the 
other industries have been unstable, and a 
great amount of unemployment has existed. 
Although wages have been nominally main- 
tained very near to the highest level reached 
during the period of inflation, actual wages 
in many of the industries have been much 
lower. 

Sir Josiah Stamp, who served as one of 
the British members of the Dawes Commit- 
tee, and is recognized as one of the leading 
economists of England, made an address in 
Bradford, England, last month in which he 
described the modern industrial system and 
what has been ailing it in an enlightening 


manner. We take a few paragraphs from a 
report of it which appeared in the London 
Times: 


In the annual address to the Bradford Textile So- 
ciety last night upon “Some Problems in the Restora- 
tion of the World’s Trade,” Sir Josiah Stamp said 
that a high specialization of capital and skill in an 
intricate network of world trade had provided for a 
large population in this country a standard of life 
which, while not high absolutely, had, at any rate, 
quadrupled in a century. He showed that, although 
the absolute standard had not been high enough 
to provide a life as full as was desirable by any 
social or physiological test, yet, relatively, it had 
been considerably better than in other countries. But 
even as it was, the maintenance of that level de- 
pended entirely upon the smooth functioning of the 
machine and the maintenance of full individual out- 
put. 

The very intricacy and advanced development of 
this economic machinery was a terrible drawback 
if it became deranged, for it then produced a greater 
change in the standard of life than would come to 
a people whose trade structure was simpler and more 
self-contained, and who at best enjoyed a lower stand- 
ard. When functioning smoothly and in economic 
harmony with a steady purchasing power, broadly 
speaking the machine gave us a standard of life pro- 
portionate to effort and output. But as soon as the 
smooth running ceased and purchasing could not be 
relied upon from others who would increase their 
production simultaneously, increased “output” wags 
out of place and might be mischievous as a slogan, 
for it would produce uncoordinated increases in par- 
ticular directions. * * * 

The adjustments necessary at home were of two 
kinds. The first depended on the monetary standard 
shaking down into equilibrium—e.g., the adjustment 
of internal costs with external gold prices. Here it 
was difficult to get downward adjustments of labor 
costs accepted until the purchasing power of the 
pound sterling at home had obviously improved, and 
difficult to get this improvement until nominal labor 
costs had got reduced. * * But monetary adju3tments 
at home would not complete the adjustment process. 
There still remained the anomalies between different 
wage-earners in different industries, and between the 
less and more skilled in the same industry, for in 
the latter in both England and Germany the differ- 
ence had become much narrower than formerly, and 
would probably have to be widened again. * * World 
trade depended not merely on adjustments in this 
country, but also on the improved position of our 
customers. 

In the second place he dealt with the limits of 
change in future in the distribution of the proceeds 
of industry among the factors of production, as a 
statistical question. Attention was almost exclusively 
focussed upon the struggle for a larger production 
of the total product, whereas statistics showed that 
a material gain in this respect was insignificant, re- 
latively to what could be got from even the present 
proportion of a much improved aggregate. This ob- 
~~ itself killed the prospects of a high standard 
rs) 'e. 


The essence of all this is the same idea em- 
bodied in Mr. Frey’s statement warning 
against industrial instability, social inequality 
and injustice. There is an industrial equilib- 
rium which gives prosperity to all, and in 
it lies the secret of a real community of in- 
terests instead of the irrepressible class con- 
flict which is preached by the revolutionists. 

Price relations distribute the population 
among the occupations in the proportions 
required, and when these relations have been 
established over a long period, as they were 
before the war, they may be presumed to be 
normal, or, in other words, such as naturally 
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arise from the requirements of the various 
industries and occupations and in order that 
all may be employed. With this equilibrium 
established, nothing is gained by a competi- 
tive struggle among the industrial groups to 
push up wages. As Sir Josiah Stamp says, 
“this obsession itself kills the prospects of a 
high standard of living.” The ambition of 
labor to better its condition is fully justified, 
nobody should be content without progress, 
but the standard of living is not advanced by 
the mere rise of money wages with no in- 
crease in the supply of the goods which com- 
pose it. It is advanced only by the increase of 
“real” wages, through the increasing produc- 
tivity of industry. When this is truly com- 
prehended, and attention is concentrated upon 
it, the standard of living will rise to levels 
above anything ever demanded or thought of 
in the past. 


The Responsibility for Waste 


The Federation resolution refers to the re- 
port of the Federated Engineering Societies 
upon waste in industry, in which the burden 
of responsibility is placed mainly upon man- 
agement. Inasmuch as authority rests with 
the management, the latter necessarily bears 
the chief responsibility for whatever is wrong. 
It has more opportunities for making mistakes 
than labor working under directions, and the 
mistakes may be more serious in results. 


The organization of industry is imperfect, as 
might be expected considering that it has de- 
veloped under a state of free enterprise. No- 
body planned it as a whole, and it lacks co- 
ordination, but efforts to increase efficiency by 
consolidations and reorganizations are in dan- 
ger of being found to be in violation of law. 
Many industries are unfortunately located, 
many are poorly equipped, many are incom- 
petently directed, and in consequence an im- 
portant proportion of them make little or no 
profit. The tendency is toward the elimina- 
tion of the unfit and a reduction of the num- 
ber of establishments, but it cannot be said 
that the public views this tendency with favor. 
The Federation of Labor in this very set of 
resolutions calls upon the Federal government 
to suppress consolidations in the baking in- 
dustry. 


The bituminous coal industry is often men- 
tioned as uneconomically organized, but the 
responsibility for it cannot be placed upon in- 
dividual operators, and cooperative action 
among them is under the ban of the law. 
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Industry Always Changing 


Moreover, it must be understood that in 
every line, as in the coal industry, the general 
and prompt adoption of the most economical 
methods would involve the total elimination 
of many of the individual industries and a 
shift of employes to other locations or other 
work. Industry is changing rapidly and ma- 
chinery and methods which were up-to-date 
when installed soon become obsolete. It takes 
time to effect the changes throughout indus- 
try, and the willing cooperation of labor is not 
always given. If the Federation resolution 
recommending cooperation for the elimination 
of waste means cooperation between employ- 
ers and employes, it is a declaration of the 
highest importance. 

There are many trade practices which are 
uneconomical, and which of course are charge- 
able to management, but no single manager 
can correct them, for they are factors in a com- 
petitive situation. The numerous cases of in- 
efficiency due to poor equipment probably 
would be corrected if the proprietors had the 
necessary capital, or if they knew as much as 
their critics, who are engineers in the front 
rank of their profession. A large proportion 
of the managers have risen from the ranks of 
labor and begun their careers as proprietors 
with small capital and under conditions which 
they did not have the power to change. 


Labor’s Opportunity 


It is evident that there is much poor man- 
agement and it is highly desirable that the 
standard be raised, but there is one thing to 
be said in the average manager’s behalf, to wit, 
that he is doing the best he can, for he is more 
concerned in the results in his own case than 
the public possibly can be. 

How can the situation be improved? The 
study made by the engineers doubtless 
will help, and if organized labor will assume 
the responsibility of conducting industries it 
may be able to furnish object lessons in suc- 
cessful management. The best way to teach 
is by showing how. Labor is doing well in 
banking, why not try the management of in- 
dustry? The field is wide open. The greatest 
forward step that can be imagined would be 
that of having the workers manage their own 
industries, as the co-operative farmers manage 
their own creameries, thus putting an end to 
recrimination as to where the responsibility 
for inefficiency lies. 

Meanwhile there seems to be nothing better 
that can be done than let competition do its 
work. The public is not much interested in 
individual deficiences, but is interested in 
sound industrial policies. 
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